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PHILLIP GEORGE PLLC
CERTIFIED PUBLIC ACCOUNTANT

INDEPENDENT AUDITORS REPORT

Board of Directors

Wm Murphy Co Inc

We have audited the accompanying consolidated statement of financial condition of Wm
Murphy Co Inc and Subsidiaries the Company as of December 31 2011 and the related

consolidated statements of income changes in stockholders equity and cash flows for the year

then ended that are filed pursuant to Rule 7a-5 under the Securities Exchange Act of 1934

These consolidated financial statements are the responsibility of the Companys management
Our responsibility is to express an opinion on these consolidated financial statements based on

our audit

We conducted our audit in accordance with auditing standards generally accepted in the United

States of America Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the consolidated fmancial statements are free of material

misstatement An audit includes consideration of internal control over fmancial reporting as

basis for designing audit procedures that are appropriate in the circumstances but not for the

purpose of expressing an opinion on the effectiveness of the Companys internal control over

financial reporting Accordingly we express no such opinion An audit also includes

examining on test basis evidence supporting the amounts and disclosures in the consolidated

financial statements assessing the accounting principles used and significant estimates made by

management as well as evaluating the overall financial statement presentation We believe that

our audit provides reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects

the consolidated financial position of Wm Murphy Co Inc and Subsidiaries as of

December 31 2011 and the consolidated results of its operations and its cash flows for the year

then ended in conformity with accounting principles generally accepted in the United States of

America

Our audit was conducted for the purpose of forming an opinion on the consolidated financial

statements as whole The supplementary information contained in Schedule required by Rule

7a-5 under the Securities Exchange Act of 1934 is presented for purposes of additional analysis

and is not required part of the consolidated financial statements Such information is the

responsibility of management and was derived from and relates directly to the underlying

accounting and other records used to prepare the consolidated fmancial statements The

information has been subjected to the auditing procedures applied in the audit of the consolidated

financial statements and certain additional procedures including comparing and reconciling such

information directly to the underlying accounting and other records used to prepare the

consolidated financial statements or to the consolidated fmancial statements themselves and

other additional procedures in accordance with auditing standards generally accepted in the

United States of America In our opinion the information is fairly stated in all material respects

in relation to the consolidated fmancial statements as whole r6J
PHILLIP GEORGE PLLC

Flower Mound Texas

March 12 2012

4421 Wanda Ln Rower Mound TX 75022.5446 214 358-5150 Fax 214 358-0222 phi1@pvgeorge.com



WM MURPHY CO INC AND SUBSIDIARIES

Consolidated Statement of Financial Condition

December 312011

ASSETS

Cash 203748

Commissions receivable from clearing/broker dealer 1279

Other receivables 2667

Advances to related parties 242143

Marketable securities 76928

Prepaid expenses 500

Clearing deposit 14578

Property and equipment net 1000

TOTAL ASSETS 542843

LIABILITIES AND STOCKHOLDERS EQUITY

Liabilities

Accounts payable 47947

Stockholders Equity

Common stock $1 par value 1000000 shares authorized

8000 shares issued and outstanding 8000

Additional paid-in capital 722524

Accumulated deficit 235628

Total Stockholders Equity 494896

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY 542843

See notes to financial statements



WM MURPHY CO INC AND SUBSIDIARIES

Consolidated Statement of Income

Year Ended December 31 2011

Revenue

Investment banking 1681996

Securities commissions 16850

Other revenue 1025

TOTAL REVENUE 1699871

Expenses

Investment banking non-securities related fees 1027600

Compensation and related costs 206905

Professional fees 39505

Occupancy and equipment 18981

Communications 12418

Regulatory fees and expenses 8481

Clearing and other charges 6534

Other expenses 50843

TOTAL EXPENSES 1371267

Net income before other loss 328604

Other Loss

Unrealized loss on marketable securities 9308

NET INCOME 319296

See notes to financial statements



WM MURPHY CO INC AND SUBSIDIARIES

Consolidated Statement of Changes in Stockholders Equity

Year Ended December 312011

Additional

Common Common Paid-in Accumulated

Shares Stock Capital Deficit Total

Balances at

December 31 2010 8000 8000 $712524 554924 165600

Additional paid-in capital

contributed 10000 10000

Net income 319296 319296

Balances at

December 31 2011 8000 8000 $722524 235628 494896

See notes to financial statements



WM MURPHY COINC AND SUBSIDIARIES

Consolidated Statement of Cash Flows

Year Ended December 312011

Cash flows from operating activities

Net income 319296

Adjustments to reconcile net income to net cash

provided by operating activities

Unrealized loss on marketable securities 9308

Changes in assets and liabilities

Increase in commissions receivable from clearing broker/dealer 287
Increase in other receivables 2667
Increase in advances to related parties 237784
Increase in prepaid expenses 500
Increase in accounts payable 41207

Decrease in payable to related parties 721

Net cash provided by operating activities 127852

Cash flows from financing activities

Additional paid-in capital contributed 10000

Net increase in cash 137852

Cash at beginning of year 65896

Cash at end of year 203748

Supplemental Disclosures of Cash Flow Information

There was no cash paid during the year for interest or income taxes

See notes to financial statements



WM MURPHY CO INC AND SUBSIDIARIES
Notes to Consolidated Financial Statements

December 312011

Note Nature of Business and Summary of Sianificant Accountin2 Policies

Nature of Business

Wm Murphy Co Inc Murphy Co was organized in the state of Texas in

1990 Murphy Co is registered as broker/dealer with the Securities and

Exchange Commission SEC and is member of the Financial Industry Regulatory

Authority F1NRA The Murphy Co.s customers are primarily individuals and

corporations located throughout the United States

Wm Murphy Co Inc and subsidiaries Company consolidated financial

statements include the accounts of Murphy Ventures LLC Delaware limited

liability company organized in February 2011 MV Murphy Ventures II LLC
Delaware limited liability company organized in June 2011 MV II and Murphy
Ventures III LLC Delaware limited liability company organized in October 2011

MV III MVI MVII and MV III are collectively referred to as Venture Entities

Murphy Co operates pursuant to section k2ii exemptive provisions of Rule

5c3-3 of the Securities Exchange Act of 1934 and accordingly is exempt from the

remaining provisions of that Rule Murphy Co does not hold customer funds or

securities but as an introducing broker or dealer will clear all transactions on behalf

of customers on fully disclosed basis through clearing broker/dealer The clearing

broker/dealer carries all of the accounts of the customers and maintains and

preserves all related books and records as are customarily kept by clearing

broker/dealer Under these exemptive provisions the Computation for Determination

of Reserve Requirements and Information Relating to the Possession and Control

Requirements are not required

Significant Accounting Policies

Principles of Consolidation

The accompanying consolidated financial statements include Murphy Co and its

subsidiaries Murphy Co consolidates all majority-owned and controlled

subsidiaries All significant intercompany transactions have been eliminated in

consolidation

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S

generally accepted accounting principles requires management to make estimates and

assumptions that affect the reported amounts of the assets and liabilities and

disclosure of contingent assets and liabilities at the date of the consolidated fmancial

statements and the reported amounts of revenues and expenses during the reporting

period Actual results could differ from those estimates



WM MURPHY CO INC AND SUBSIDIARIES
Notes to Consolidated Financial Statements

December 31 2011

Note Nature of Business and Summary of Significant Accounting Policies Continued

Fair Value of Financial Instruments

Marketable securities are held for investment purposes and are recorded at fair value

in accordance with FASB ASC 820 Fair Value Measurements and Disclosures

Substantially all of the Companys other financial asset and liability amounts

reported in the statement of financial condition are short-term in nature and

approximate fair value

Marketable Securities

Marketable securities are held for investment purposes and are recorded at fair value

in accordance with FASB ASC 820 Fair Value Measurements and Disclosures

The increase or decrease in fair value is credited or charged to operations

Derivatives

The Company uses derivatives to manage risks related to interest rate movements
Unrealized gains or losses if any on these derivatives are recorded currently in the

statement of operations as investment banking revenue The Company documents its

risk management strategy and hedge effectiveness at the inception of and during the

term of each hedge The Company does not apply hedge accounting under ASC 815
Derivatives and Hedging as all financial instruments including derivative financial

instruments are marked to market with changes in fair values reflected in earnings

Therefore certain of the disclosures required under ASC 815 are generally not

applicable with respect to these financial instruments

The Company has entered into various transactions involving derivatives and other

off-balance sheet financial instruments These derivative financial instruments are

used to manage the interest rate risk of the Venture Entities Derivative transactions

are entered into for trading purposes or to economically hedge other positions or

transactions

Property and EQuipment

Property and equipment are recorded at cost less accumulated depreciation

Depreciation is provided for using accelerated methods over the estimated useful

lives of primarily five to seven years



WM MURPHY CO INC AND SUBSIDIARIES
Notes to Consolidated Financial Statements

December 31 2011

Note Nature of Business and Summary of SiEnificant Accountin2 Policies Continued

Investment Banking Fees

The Company records investment banking fees when earned under the respective

agreements

Security Transactions

Security transactions and the related commission revenue and expense are recorded

on trade date basis

Income Taxes

The Company files consolidated federal tax return

The Company is also subject to state income taxes

As of December 31 2011 open Federal tax years subject to examination include the

tax years ended December 31 2008 through December 31 2010

Note Transactions with ClearinE Broker Dealer

The agreement with the clearing broker/dealer provides for clearing charges at

fixed rate multiplied by the number of tickets traded by the Company The

agreement also requires the Company to maintain minimum of $8000 as deposit

in an account with the clearing broker/dealer

Note Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule Rule 15c3-1 which

requires the maintenance of minimum amount of net capital and requires that the

ratio of aggregate indebtedness to net capital both as defmed shall not exceed 15 to

Rule 15c3-1 also provides that equity capital may not be withdrawn or cash

dividends paid if the resulting net capital ratio would exceed 10 to At December

31 2011 the Company had net capital and net capital requirements of $75484 and

$5000 respectively The Companys net capital ratio was 0.29 to



WM MURPHY CO INC AND SUBSIDIARIES
Notes to Consolidated Financial Statements

December31 2011

Note Fair Value Marketable Securities

FASB ASC 820 defmes fair value establishes framework for measuring fair value

and establishes fair value hierarchy which prioritizes the inputs to valuation

techniques Fair value is the price that would be received to sell an asset or paid to

transfer liability in an orderly transaction between market participants at the

measurement date fair value measurement assumes that the transaction to sell the

asset or transfer the liability occurs in the principal market for the asset or liability or
in the absence of principal market the most advantageous market Valuation

techniques that are consistent with the market income or cost approach as specified

by FASB ASC 820 are used to measure fair value

The fair value hierarchy prioritizes the inputs to valuation techniques used to

measure fair value into three broad levels

Level inputs are quoted prices unadjusted in active markets for

identical assets or liabilities that the Company has the ability to access at

the measurement date

Level inputs are inputs other than quoted prices included within Level

that are observable for the asset or liability either directly or indirectly

Level inputs are unobservable inputs for the asset or liability

In accordance with FASB ASC 820 the following table summarizes the valuation of

the Companys investments by the fair value hierarchy levels as of December 31
2011

Level Level Level Total

Marketable equity securities 76928 76928

Marketable equity securities are valued using level inputs based on unadjusted

quoted market prices within active markets Cost and fair value of marketable

securities at December 31 2011 are as follows

Gross Gmss

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value

Marketable equity securities 24826 52102 76928



NM MURPHY CO INC AND SUBSIDIARIES
Notes to Consolidated Financial Statements

December 312011

Note Fair Value Marketable Securities continued

During the year ended December 31 2011 the Company recognized no transfer

to/from level and level There were no level investments held by the Company

during 2011

Note Investment Transactions

Murphy Ventures LLC MV Murphy Ventures II LLC MV II and Murphy

Ventures ifi LLC MV 111 entered into various agreements with three unrelated

third parties to provide interest-rate hedges on behalf of the third parties These

agreements consist of long-term forward contracts funding loans and interest rate

caps

MV

In February 2011 MV entered into forward contract with an unrelated third party

which was funded in
part by the issuance of loan in the amount of $20000000

Repayment of the loan will consist of ten annual payments of $2590091 including

interest at rate of 5% through February 2021

The holder of the forward contract has the right and obligation to receive an annual

payment of face amount of certain bonds the amount of which will be determined

based on future interest rates in exchange for payment of fixed strike price Each

such face amount of bonds has strike price of $1649909 and notional amount of

$4000000

MV has an interest rate cap agreement with an international fmancial services

group The agreement provides payments to MV in the event of rise in interest

rates over the term of the forward contract The interest rate cap agreement provides

MV with the exact difference in cash flow between the forward contract it holds as

liability and the funding loan it holds as an asset therefore MV holds

completely hedged net position

The net value of these instruments is accounted for as single item rather than as

separate assets and liabilities as MV and the third party have agreed to master

netting arrangement At December 31 2011 the net present value of the future cash

flows of these instruments and the market value netted to zero therefore there are no

related assets or liabilities shown in the accompanying consolidated statement of

financial condition

10



WM MURPHY CO INC AND SUBSIDIARIES
Notes to Consolidated Financial Statements

December 31 2011

Note Investment Transactions continuedi

MVII

In June 2011 MV II entered into forward contract with an unrelated third party

which was funded in part by the issuance of loan in the amount of $36000000

Repayment of the loan will consist of nine annual payments of $1880000 including

interest at rate of 5% and one fmal annual payment of all outstanding and unpaid

interest and principal on June 30 2021

The holder of the forward contract has the right and obligation to receive an annual

payment of face amount of certain bonds the amount of which will be determined

based on future interest rates in exchange for payment of fixed strike price Each

such face amount of bonds has strike price of $2360000 for the initial nine bond

deliveries and the tenth bond delivery has strike price of $3366230 All ten bond

deliveries have notional amount of $4000000

MV II has an interest rate cap agreement with an international financial services

group The agreement provides payments to MV II in the event of rise in interest

rates over the term of the forward contract The interest rate cap agreement provides

MV II with the exact difference in cash flow between the forward contract it holds as

liability and the funding loan it holds as an asset therefore MV II holds

completely hedged net position

The net value of these instruments is accounted for as single item rather than as

separate assets and liabilities as MV and the third party have agreed to master

netting arrangement At December 31 2011 the net present value of the future cash

flows of these instruments and the market value netted to zero therefore there are no

related assets or liabilities shown in the accompanying consolidated statement of

fmancial condition

MVIII

In November 2011 MV III entered into forward contract with an unrelated third

party which was funded in part by the issuance of loan in the amount of

$31250000 Repayment of the loan will consist of nine annual payments of

$1600000 including interest at rate of 4.8% and one fmal annual payment of all

outstanding and unpaid interest and principal on November 22 2021

11



WM MURPHY CO INC AND SUBSHIARIES
Notes to Consolidated Financial Statements

December 312011

Note Investment Transactions continued

MV Ill continued

The holder of the forward contract has the right and obligation to receive an annual

payment of face amount of certain bonds the amount of which will be determined

based on future interest rates in exchange for payment of fixed strike price Each

such face amount of bonds have strike prices and notional amounts as follows

Forward Contract Notional Strike

Year End Amount Price

2000000 520000

2300000 838000

2600000 1156000

3200000 1792000

3800000 2428000

4400000 3064000

5100000 3806000

5800000 4664000

6500000 5420000

10 7200000 4972110

MV ifi has an interest rate cap agreement with an international financial services

group The agreement provides payments to MV ifi in the event of rise in interest

rates over the term of the forward contract The interest rate cap agreement provides

MV ifi with the exact difference in cash flow between the forward contract it holds

as liability and the funding loan it holds as an asset therefore MV ifi holds

completely hedged net position

The net value of these instruments is accounted for as single item rather than as

separate assets and liabilities as MV ifi and the third party have agreed to master

netting arrangement At December 31 2011 the net present value of the future cash

flows of these instruments and the market value netted to zero therefore there are no

related assets or liabilities shown in the accompanying consolidated statement of

financial condition

12



WM MURPHY CO INC AND SUBSIDIARIES
Notes to Consolidated Financial Statements

December 31 2011

Note Property and Equipment

Property and equipment is carried at cost less accumulated depreciation and consists

of the following

Furniture and fixtures 4817
Office equipment 5.650

10467
Accumulated depreciation 9.467

1.000

Note Income Taxes

The Companys current year taxable income was fully offset by prior years net

operating loss carryforwards therefore there is no provision for current federal

income taxes The Company has federal net operating loss carryforward remaining

of approximately $136000 available to offset future taxable income which begins

expiring in 2017 The net operating loss carryforward and the accumulated

unrealized gains on marketable securities create net deferred tax asset of

approximately $14000 however the entire amount has been offset by valuation

allowance therefore there is no deferred tax asset recognized in the accompanying
consolidated statement of financial condition

Note Office Lease

The Company leases office space under noncancelable operating lease through

December 2012 portion of the leased space is subleased to two unrelated parties

under month-to-month leases The Companys lease expense is offset by payments
due under the subleases Office rent expense for the year totaled $36289 and rental

income under the subleases for the year totaled $17757 These amounts are

reflected in the accompanying consolidated statement of income as occupancy and

equipment costs

13



WM MURPHY CO INC AND SUBSIDIARIES
Notes to Consolidated Financial Statements

December 31 2011

Note Off-Balance-Sheet Risk and Concentration of Credit Risk

As discussed in Note the Companys customers securities transactions are

introduced on fully disclosed basis with its clearing broker/dealer The clearing

broker/dealer carries all of the accounts of the customers of the Company and is

responsible for execution collection and payment of funds and receipt and delivery

of securities relative to customer transactions Off-balance-sheet risk exists with

respect to these transactions due to the possibility that customers may be unable to

fulfill their contractual commitments wherein the clearing broker/dealer may charge

any losses it incurs to the Company The Company seeks to minimize this risk

through procedures designed to monitor the credit worthiness of its customers and

that customer transactions are executed properly by the clearing broker/dealer

The Company has $96339 or approximately 18% of its total assets in cash

commission receivable clearing deposit and marketable securities held by or due

from its clearing broker/dealer

The Company has $242143 or approximately 45% of its total assets in advances to

related parties These advances are non-interest bearing and due on demand

Note 10 Contingencies

There are currently no asserted claims or legal proceedings against the Company
however the nature of the Companys business subjects it to various claims

regulatory examinations and other proceedings in the ordinary course of business

The ultimate outcome of any such action against the Company could have an adverse

impact on the financial condition results of operations or cash flows of the

Company

14



WM MURPHY CO INC AND SUBSIDIARIES
Notes to Consolidated Financial Statements

December 31 2011

Note 11 Consolidated Subsidiaries

The following is summary of certain financial information of the Companys
consolidated subsidiaries

Subsidiaries

Murphy Co MV MV II MV ifi Total

Total assets 125169 $277420 $150000 175740 728329

Stockholders equit 103210 91933 150000 149753 494896

Total revenue 270563 395000 550000 475000 1690563

Net income loss 72390 91933 150000 149753 319296

The accounts of the subsidiaries are not included in the computation of the

Companys net capital

Note 12 Subseunent Events

Management has evaluated the Companys events and transactions that occurred

subsequent to December 31 2011 through March 12 2012 the date which the

financial statements were available to be issued

There were no events or transactions that occurred during this period that materially

impacted the amounts or disclosures in the Companys financial statements

15



Schedule

WM 11 MURPHY CO INC AND SUBSIDIARIES

Supplementary Information

Pursuant to Rule 17a-5

December 312011

Computation of Net Capital

Total consolidated stockholders
equity 494896

Deduct stockholders equity not allowable for net capital 391686

Total stockholders equity qualified for net capital 103210

Deductions and/or charges

Non-allowable assets

Other receivables 2667
Advances to related parties 3637

Prepaid expenses 500

Property and equipment net 1000

Total deductions and/or charges 7804

Net
capital before haircuts on securities 95406

Haircuts on securities

Marketable securities 11558

Undue concentration 8364

Total haircuts on securities 19922

Net Capital 75484

Aggregate indebtedness

Accounts payable 21959

Computation of basic net capital requirement

Minimum net capital required greater of $5000 or

62/3% of aggregate indebtedness 5000

Net capital in excess of minimum requirement 70484

Ratio of
aggregate

indebtedness to net capital 0.29 to

Reconciliation of Computation of Net Capital

Net capital as reported by Registrant in Original Filing of Part hA of Form X-1 7a-5

as of December 312011 unaudited 74145

Adjustments made by Registrant prior to filing Amended Form X-17a-5

Decrease in unrealized loss 937

Increase in haircuts on marketable securities 19
Decrease in undue concentration haircut 421

Net capital as computed above 75484

Statement of Changes in Liabilities Subordinated to Claims of General Creditors

No statement is required as no subordinated liabilities existed at any time during the year

Statement Regarding Reserve Requirements and Possession or Control Requirements

Murphy Co operates pursuant to section kX2Xii exemptive provisions
of Rule 15c3-3 of

the Securities Exchange Act of 1934 in which all customer transactions are cleared on fully

disclosed basis through clearing broker/dealer Under these exemptive provisions the

Computation of Determination of the Reserve Requirements and Information
Relating to the

Possession or Control Requirements are not required

SIPC Supplemental Report

The Company is exempt from the
filing of the SIPC Supplemental Report as net operating

revenues are less than $500000

Excludes $238506 in advances to related
parties

from subsidiaries

SC Excludes $25988 in accounts payable of subsidiaries

See accompanying independent auditors report 16



PHILLIP GEORGE PLLC
CERTIFIED PUBLIC ACCOUNTANT

INDEPENDENT AUDITORS REPORT ON INTERNAL CONTROL REQUIRED BY
SEC RULE 17a-5gl

Board of Directors

Wm Murphy Co Inc

In planning and performing our audit of the financial statements of Wm Murphy Co Inc

and Subsidiaries the Company as of and for the year ended December 31 2011 in accordance

with auditing standards generally accepted in the United States of America we considered the

Companys internal control over financial reporting internal control as basis for designing our

auditing procedures for the purpose of expressing our opinion on the financial statements but not

for the purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal

control

Also as required by Rule 7a-5g of the Securities and Exchange Commission SEC we
have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities This study included tests of such

practices and procedures that we considered relevant to the objectives stated in Rule 17a-5g in

making the periodic computations of aggregate indebtedness or aggregate debits and net capital

under Rule 7a-3a1 and for determining compliance with the exemptive provisions of Rule

5c3-3 Because the Company does not carry securities accounts for customers or perform

custodial functions relating to customer securities we did not review the practices and

procedures followed by the Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 7a-1

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control

and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected

benefits and related costs of controls and of the practices and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected to

achieve the SECs previously mentioned objectives Two of the objectives of internal control and

the practices and procedures are to provide management with reasonable but not absolute

assurance that assets for which the Company has responsibility are safeguarded against loss from

unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial

statements in conformity with generally accepted accounting principles Rule l7a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

17
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Because of inherent limitations in internal control and the practices and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them

to future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect and correct misstatements on timely basis signflcant deficiency is

deficiency or combination of deficiencies in internal control that is less severe than material

weakness yet important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that

there is reasonable possibility that material misstatement of the companys financial

statements will not be prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be

material weaknesses We did not identify any deficiencies in internal control and control

activities for safeguarding securities that we consider to be material weaknesses as defined

previously

We understand that practices and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2011 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management

the SEC Financial Industry Regulatory Authority Inc and other regulatory agencies that rely on

Rule 7a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers

and dealers and is not intended to be and should not be used by anyone other than these specified

parties

PHTLLIP GEORGE PLLC

Flower Mound Texas

March 12 2012
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